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Q.

A.

WHAT ISTHE PURPOSE OF THISPANEL REBUTTAL TESTIMONY?

The purpose of thistestimony is to address arguments raised in the Further Testimony of
Mr. Don J Wood on behdf of the New England Public Communications Council
(“NEPCC"), filed on September 27, 2001, and subsequently updated on October 4,
2001, in this proceeding. Specificaly, this testimony rebuts Mr. Wood' s assertions that
Verizon Massachusetts (“Verizon MA”) has not provided the requisite TSLRIC study.
It also addresses Mr. Wood's clam that Verizon MA'’s intrastate tariff rates for
payphone lines, feastures and usage, which were previoudy approved by the
Department, are not cost-based and do not comply with the Department’s Orders
dated November 28, 2000, and August 8, 2001, in this proceeding and the
requirements of the Federd Communications Commission (“FCC”), including its “new

savices’ tedt, as st forth in its Payphone Orders.

PLEASE IDENTIFY THE WITNESS PANEL.
The members of this panel are Mr. Fredrick K. Miller and Mr. Peter Shepherd. The
educationd and professond background and experience of Mr. Miller and Mr.

Shepherd have been described in prior testimony in this proceeding.

METHODOLOGY FOR TSLRIC PAYPHONE LOOP STUDIES
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Q.

MR. WOOD ASSERTS THAT VERIZON MA HAS NOT PERFORMED
THE REQUISITE COST STUDIES ORDERED BY THE DEPARTMENT
AND THAT ITSPAYPHONE TSLRIC STUDIES DO NOT INCLUDE COST

DATA NECESSARY FOR THE DEPARMENT TO DETERMINE IF
EXISTING RATES FOR PAYPHONE SERVICE ARE COST-BASED AND
IN COMPLIANCE WITH THE FCC'S NEW SERVICES TEST. DO YOU

AGREE WITH MR. WOOD’SASSERTIONS?

No. Contrary to Mr. Wood's clams, Verizon MA’s cost studies were developed in
accordance with Department gpproved methodologies and comply fully with federa

requirements under the FCC new services test.

The Depatment's November 28" Order dealy “directs Verizon to file a
comprehensive TSLRIC study, complete with supporting documentation, for basic
payphone access lines.” See November 28" Order, at 17 (emphasis added). The
Department further required Verizon MA to submit a cost-to-rate ratio andyss of

overheads, aong with TSLRIC study supporting documentation for payphone festures
and functions, to determine whether the costs to provide payphone services to
payphone providers differed from the costs to serve other business customers. 1d. at
16-17. In that same Order, the Department also provides the definition of “payphone
lines” dating that “the FCC unbundled payphone services from payphone equipment

and required that Locad Exchange Carriers (“LECS’) provide PSPs with basic
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payphone lines that can be used for “smart” or “dumb” payphones on an
unbundled basis.” 1d. at 4. (emphasis added).

In compliance with that Order, Verizon MA submitted TSLRIC dudies that
appropriatdy include all service offerings, dements or features available to payphone
service providers (“PSPS’). In the case of basic exchange access line offerings for
payphone sarvice, the relevant service consdts of Public Access Lines (“PALS’) and
Public Access Smart-pay Lines (“PASLS’). Verizon MA’s dudies examine, on a
TSLRIC basis, the direct cost of providing a payphone specific line which, under a
long-run forward-looking network design architecture, conssts of an integrated loop
and end-office switching port. The TSLRIC of the loop component is based on existing
payphone service specific loop characteristics, usng outside plant engineering data for
al payphone line service locations and overlaying the forward-looking network design
for each sarvice location.  This approach addresses the Department’ s requirements for
the loop component, to reflect payphone specific lines, rather than the mix of al lines
that are reflected in the TELRIC methodology for wholesde unbundled network
eements (“UNES’).

Mr. Wood incorrectly argues that Verizon MA judtifies its rates for one type of
payphone sarvice offering (PALS) by usng cods of what he terms as another
fundamentally different service (PASLS) - or acombination of both the PAL and PASL

offerings. Because Verizon MA developed its cods usng “multiple’ offerings or
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elements of the tota payphone service category, Mr. Wood characterizes the
Company’s dudies as a TMSLRIC (Total Multiple Services Long Run Incrementd

Cosgt Study). His dlegations are wrong.

Verizon MA appropriately calculated the TSLRIC cost of a payphone access line
based on the demand of payphone service lines that can be used ether for PALs or
PASLs. Accordingly, the Department has the necessary and relevant information,

consgent with its Order requiring Verizon MA to provide a TSLRIC study for the
basic exchange access line that is specific to providing service to payphone locations, to
determine whether rates for payphone service are cost-based and satisfy the FCC's

“new sarvices tet”.

PLEASE RESPOND TO MR. WOOD’S CONTENTION ON PAGE 6 OF HIS
FURTHER TESTIMONY THAT THE DEPARTMENT SHOULD
CONSIDER PALS AND PASLS AS TWO DISTINCT, SEPARATE AND
FUNCTIONALLY DIFFERENT SERVICES.

Mr. Wood's argument is incorrect. PALs and PASLs are two types of payphone
service offerings, and both are appropriately included in Verizon MA’s cost study of
payphone sarvice. PALs and PASLs provide the same fundamenta service used by
PSPs to provide payphone service to their end-user customers. While PASLs are used

by PSPs to provide payphone service using “dumb” payphones, both PASLs and
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PALs are used by PSPs to provide payphone service using “smart” payphones. That
digtinction is accounted for in Verizon MA’s cogt studies.

Payphone service, whether using PALs or PASLs, can and does use the same loca
loop. Mr. Wood does not dispute that fact, as noted on page 8 of his Further
Tegtimony. Thus, PALs and PASLswould incur the same basic loop costs.

Because PALs and PASLs provide the same fundamental payphone service, it would
be inappropriate to disaggregate basic payphone service loop costs a a sub-service
level, as suggested by Mr. Wood on pages 9-10 of his Further Testimony. Thiswould
be andogous to requiring the disaggregation of business basic exchange lines based on
some sub-sarvice leved definition (e.g., by broad categories, such as those serving
hotds, motels or other lodging establishments, manufacturing companies, or financid
indtitutions, efc.). Verizon MA does not differentiate business exchange lines by type of
business customer or business location because it is unnecessary to do so in order to
determine the relevant cost of loops used to provide business basic exchange line
savice. The same is true for payphone basc exchange lines because dl payphone
loops (i.e., PALs and PASLS) provide the same fundamenta payphone service to
payphone locations and possess the same basic loop characterigtics.  Therefore, the
Department should rgect Mr. Wood's argument to distinguish between PALS and

PASL s as payphone services.
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Q.

PLEASE COMMENT ON MR. WOOD’SSTATEMENT ON PAGE 50F HIS
FURTHER TESTIMONY THAT VERIZON MA’'S TSLRIC LOOP STUDY
USES AN “AGGREGATION OF LOOPS AND, THEREFORE, IS NOT
VALID FOR DEVELOPING THE COST OF PALS.

As explained above, Verizon MA’s cost studies represent the cost for payphone access
lines based on their use as either PALs or PASLs. Contrary to Mr. Wood's claims,
Verizon MA did not aggregate the number of loops for payphone services (i.e., PALs
and PASL ), but rather conducted two separate studies to devel op the distinct costs for
PALs and PASLs. Because the physical loop can be used for either type of payphone
service basad on the dectronics utilized, both studies include the total number of
payphone loops (.e,, PAL and PASL) as the levd of demand for the applicable
service-specific dectronics. See BCAL Study, Part A and PAL Study, Part A-1filed
January 29, 2001. Thisis consstent with the cost methodology used by the Company
in developing cogts for Switch and Loop UNES and approved by the Department in the
Consolidated Arbitrations proceeding (D.P.U./D.T.E 96-73/73, 96-75, 96-80/81,
96-83, 96-94). In that proceeding, Verizon MA developed codts for links based on

the total demand of links without regard for the service being placed on the link.

PLEASE COMMENT ON MR. WOOD’'SALLEGATION ON PAGES 6-7 OF

HISFURTHER TESTIMONY THAT VERIZON MA ADMITS THAT PASL,
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NOT PAL, DRIVES THE RESULTS OF ITS PAYPHONE SERVICES COST
STUDIES.

Mr. Wood's dlegations are totally unsubstantiated and are not based on any admissions
made by Verizon MA regarding its payphone service cost studies.

As stated above, Verizon MA disputes Mr. Wood's contention that “PASLS provide a
fundamentaly different service with potentidly different characteristics and codts”
While PASLs differ from PALs in that they require additiond loop eectronics for coin
functiondity for use in conjunction with “dumb” sets, Verizon MA has reflected the cost
difference associated with the PASL “characteridics’ inits TSRLIC study.

In Verizon MA’s January 29, 2001, compliance filing, the Company conducted two
separate and digtinct loop cost studies, one for Basic Coin Access Line (“BCAL™),
which isa PASL offering, and one for basic “non-coin” PAL/PASL loops. The BCAL
includes, as a bundled feature, a network-based coin control sgnding function thet is
used to signd the station equipment to collect or return deposited coins.  This requires
different circuit equipment in the remote terminad (“RT”) of the digitd loop carier
(“DLC") system for those lines.

Contrary to Mr. Wood's clams, there is no difference in basic loop costs to serve
payphone services usng PALs or PASLs. The only cost difference between
PALSPASLs and BCALs is an additional monthly cost of $2.56 associated with the

incrementa investment for utilizing coin cards in the RT to provide the BCAL coin
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functionality. See Verizon MA January 29" Compliance Filing, Cost Narrative, at 2
and 3. Therefore, Mr. Wood's claim that the incluson of PASLs would skew the cost
study resultsisincorrect.

Likewise, Mr. Wood contends that PALs have shorter loop lengths and density
characterigtics, but he provides no support for that comparison. In fact, Mr. Wood's
prior testimony supports the opposite concluson. The NEPCC previoudy admitted
that its members do not place their payphones soldly at “business’ Sites, but at a variety
of locations throughout the state that are more distant or less dense than the average
loop. See Attachment I, containing the following exhibits from D.T.E. 97-88/18, Phase
[I: NEPCC Exhibit 77, BA-MA Exhibit 30; and BA-MA Exhibit 42. Therefore,
Verizon MA’s cost studies are based on a reasonable assumption that the actua loop
length and dengity characteristics do not vary between PALs and PASLs, and there is

no basisfor Mr. Wood' s claim that Verizon MA’s cost study results are skewed.

DOES VERIZON MA HAVE ANY EMPIRICAL DATA TO REBUT MR.
WOOD’'S CLAIMS REGARDING THE DENSITY CHARACTERISTICS OF
PAYPHONE LOOPS?

Yes. The following table compares the density zone distribution of the network access

lines used in Verizon MA’s 1997 TELRIC Loop Study to the density zone digtribution
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of the payphone access lines used in Verizon MA’s payphone access line loop studies

filed on January 29, 2001.

Network Access Payphone Access
Lines (TELRIC) % Lines (TSLRIC) %
Metro 337,729 8% 4,332 9%
Urban 1,539,252 35% 18,105 38%
Suburban 2,241,721 51% 22,889 48%
Rurd 257,059 6% 2,182 5%

The above table shows that the densty zone digtribution of payphone access lines
derived from Verizon MA’s TSLRIC payphone loop cost studies is comparable to the
digtribution of Network Access Lines from the Company’s TELRIC Loop Study filed
in the Consolidated Arbitrations proceeding.

As further support for the reasonableness of Verizon MA’s position that PAL and
PASL loops are smilarly dispersed throughout dengity cdlls, payphone access line
information was obtained from hilling records as of August, 2001. The following table

shows a very close relaionship between the PAL and PASL access line digtribution by

dengty zone:

PAL Lines % PASL Lines %
Metro 653 7% 3,540 9%
Urban 3,148 33% 11,427 29%
Suburban 5,315 56% 21,997 57%
Rurd 354 4% 1,846 5%

Total 9,470 100% 38,810 100%
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The dight variance between the totd number of payphone access lines in the above
table (48,280) and the origind study (47,508) is due to different databases and time
frames for the queries. The loop cost study was based on the Company’s Loop
Anayss Reporting and Tracking (“LART”) database as of November, 2000. The
current analyss was extracted from actud billing records as of August, 2001, and is

summarized in Attachment 11 to this testimony.

PLEASE RESPOND TO MR. WOOD’S RECOMMENDATION THAT THE
DEPARTMENT REJECT VERIZON MA’'S PROPOSED RATES AND
ADOPT NEPCC’'S RATE PROPOSAL OF $12.10 FOR A PAL BASED ON
MR. WOOD’'S ALLEGATION ON PAGES 9-10 OF HIS FURTHER
TESTIMONY THAT VERIZON MA “CHOSE NOT TO DO’ THE
CORRECT LOOP COST STUDY.

As previoudy stated, Verizon MA performed the correct loop cost study in accordance
with the Department’s Orders. Mr. Wood's claim that Verizon MA refused to comply
because specia studies would be required to do so digtorts the facts. The specia
dudies to which Mr. Wood refers include the separation of PAL loops from PASL
loops in order to develop the specific cost for each loop. Nothing in the Department’s
Orders or the FCC's “new services’ test requires Verizon MA to conduct such studies

to develop the information that NEPCC seeks. Indeed, Verizon MA has demonstrated



10
1

13

14

15

16

17

18

19

21

Pand Rebuttd Testimony
D.T.E. 97-88/18

Page 11

that its cost Sudies are in compliance with the Department’s Order for basic payphone
lines that can be used for “smart” or “dumb” payphones. Therefore, the Department
should adopt Verizon MA'’s payphone loop cost studies, which produce TSLRIC loop
cogts of $12.01 and $14.57 for “non-coin” PALS/PASLs and for BCALS, respectively.
Those cogts support Verizon MA’s existing PAL and PASL rates approved by the
Department.

In addition, Mr. Wood's overal proposed PAL rate of $12.10 must be reected
because it would not recover Verizon MA’s direct cost, nor contribute to recovering
any overhead cogts of providing a payphone line (e.g., loop and line port costs).

USE OF DIGITAL LINE PORT COSTS FOR TSLRIC PAYPHONE LOOP
STUDY

PLEASE COMMENT ON MR. WOOD’'S ARGUMENT ON PAGE 10 OF
HIS FURTHER TESTIMONY THAT VERIZON MA’'S USE OF DIGITAL
PORT COSTS IS INCORRECT BECAUSE PAYPHONE SERVICE IS
PROVISIONED ON ANALOG LINES.

While Verizon MA agrees that payphone lines are an anadlog service, Mr. Wood's
conclusion that a digita port would not be used with an andog service is inaccurate.
Mr. Wood's argument on pages 12-13 of his Further Testimony reved an apparent
misunderstanding of the forward-looking network design architecture used to provide
andog badc exchange did tone lines, including lines for payphone service in

Massachusetts, in aforward-looking TSLRIC study.
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On page 11 of his Further Testimony, Mr. Wood states that Verizon MA’s assumption
to use adigitd port is “odd, since both PAL and PASL are andog, rather than digitd,
sarvices” Mr. Wood confuses the “service” with the “technology” used in provisoning
or providing that service. Verizon MA agrees that PALs and PASLs, like most POTS
sarvices, are analog-based services. However, in today’s environment for forward-
looking cogts, dl switches, interoffice and loop transmisson sysems are digitd. Anaog
sggnds that comprise anadog services are converted to a digital sgnd for switching and
tranamisson. The “andog to digitd” and “digitd to andog converson” does not,
however, convert analog services to end-to-end digita circuits, as Mr. Wood contends.
Indeed, if Mr. Wood's postion were true, then Verizon MA would sill need to
mantain andog switches to serve analog services. Thisis not the case.

The TSLRIC study examines the forward-looking cost of providing aretail service. It
is not a sudy of individua UNESs that can be purchased on a stand-aone wholesde
bass by Comptitive Locad Exchange Carriers (*CLECS’) to be combined with their
own facilities to provide a competitive loca service. Rather, the TSLRIC sudy
examines the cost of providing the aready “bundied” retall service over a forward-
looking integrated loop and switch architecture where the loca distribution component
of the loop is an andog facility thet is converted to adigital format and multiplexed with
other lines at the DLC remote termina for trangport over a higher capacity feeder

facility between the RT and the centra office switch. This higher capacity feeder facility
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is integrated into the switch through a high capecity digitd signd interface port in the
switch.

With the TSLRIC forward-looking network architecture for andog services, including
payphone service, dl andog lines are provided over an integrated digita loop carrier
(“IDLC") system in the feeder facility of the loop and integrated into the switch on a
high capacity digitd port thet is shared by those multiplexed lines. The circuit and
service remains andog on the loop didribution facility to the customer’s location and
network interface. Therefore, Verizon MA’s use of adigita line port cost based on the
forward-looking IDLC technology is reasonable and appropriate for payphone

sarvices.

DO YOU AGREE WITH MR. WOOD’S ASSESSMENT ON PAGE 11 OF
HIS FURTHER TESTIMONY THAT “VERIZON MA 1S NOW ARGUING
THAT THE DEPARTMENT’'S 1997 TELRIC NETWORK DESIGN
CRITERIA MANDATE THE USE OF DIGITAL, RATHER THAN ANALOG
PORTS, IN ANY COST STUDY?”

No. The Department did not “mandate’ the use of digitd, rather than andog, line ports.
Both anadlog and digital port costs were developed as UNEs in the 1997 TELRIC
sudy. However, in the Consolidated Arbitrations proceeding, the Department

adopted Verizon MA’s use of 100 percent integrated digita loop carrier (“IDLC”)
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system as its forward-looking loop cost model for POTS-based services in the 1997
TELRIC gudy. This requires that a digitd line port be compatible with the loop. Mr.
Wood recognized that fact on page 11 of his Further Testimony, in citing from Verizon
MA’s Reply to NEPCC :10: “[I]n VerizonrMA’s forward-looking network cost
modd, al port investments (PAL or POTS) are based on integrated digital loop carrier
technology”.

The Depatment adopted the IDLC cost methodology in the Consolidated
Arbitrations proceeding and more recently upheld that methodology in D.T.E. 98-57
[, in which the Department found that al of the network assumptions used in the
Company’s cost sudies must be consgtent across dl services or arrangements
contained in those sudies. See e.g., D.T.E. 98-57111-A, Order, at 35-36 (January 8,
2001). Accordingly, Verizon MA’s use of a 100 percent IDLC network in developing
its PAL and PASL loop costs and corresponding digitd line port is appropriate and
consgent with the Department’s current cost methodology for POTS and other

sarvices.

WHAT IS THE SIGNIFICANCE OF THE TERM “INTEGRATED” WHEN
APPLIED TO DIGITAL LOOP CARRIER?
Mr. Wood appears to use the terms Digitd Loop Carrier (“DLC”) and Integrated

Digitd Loop Carier (“IDLC”) interchangesbly. Both DLC and IDLC are digitd
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transmisson systems used to multiplex multiple loops or lines onto one or more carrier
systems between the centra office and a didribution point. However, DLC, which is
otherwise referred to as universd DLC (“UDLC”), differs from IDLC in that it de-
multiplexes the sgnd back down to individua channds before being switched or cross-
connected to other transmisson systems. IDLC systems are directly connected to a

switch or transmisson sysem & the digitd level.

ARE THERE DIFFERENT REQUIREMENTS WHEN INTERFACING OR
CONNECTING UDLC AND IDLC SYSTEMSWITH THE SWITCH?

Yes. UDLC sysems interface with a switch by means of an analog line port and IDLC
systems interface with a switch by means of a digita line port. As dated above,
Verizon MA’s forward-looking TELRIC loop desgn model adopted by the
Department provisons POTS sarvice (which would include PALs and PASLS) over
IDLC Systems. Accordingly, the IDLC systems used to provide, or transport these
sarvices, interface or connect directly to the switch at adigita leve, a a cost recovered

by the digitd line port.

WHY DO ANALOG PORTS EXIST AT ALL IN THE UNE MATRIX
PROVIDED ON MARCH 19, 2001, IN VERIZON MA’'SREPLY TO NEPCC

1-1?
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As discussed previoudy, Verizon MA’s January 29" TSLRIC study is designed to
examine the Company’s costs to provide an (dready bundled) integrated retail
services (i.e, payphone sarvices). They are not UNES, which are separate,
individualy sdected, sand-alone components or elements of the network used to
provide the retail basic exchange did toneline.

In accordance with federad requirements, Verizon MA is legdly obligated to make
UNEs available to requesting CLECs so that a CLEC may purchase an ement, such
as an andog port, and then combine that UNE with its own andog facility to provide a
competing loca service. Thus, Verizon MA is required to offer andog ports, including
the anadlog PAL line port, as a UNE at rates that should reflect the costs of providing
that UNE on awholesde basis to CLECs under federa regulations.

Contrary to Mr. Wood's claims (page 16), Verizon MA’s UNE rates would have no
bearing on the costs contained in its TSLRIC payphone study. That TSLRIC study
properly reflects the forward-looking network design of a“bundled” retail service and
includes the cods of a digitd line port, which is compatible with the forward-looking

IDLC loop technology.

OVERHEAD LOADING FACTORSFOR PAYPHONE SERVICES

ON PAGE 21 OF HIS FURTHER TESTIMONY, MR. WOOD ALLEGES

THAT VERIZON MA HAS OVERSTATED THE DIRECT COSTS
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ASSOCIATED WITH PAYPHONE SERVICES BECAUSE IT HAS
INCLUDED THE SAME OVERHEAD LOADING FACTORS WED FOR

RETAIL SERVICES. PLEASE COMMENT.

Mr. Wood contends that Verizon MA should not have used standard Annua Carrying
Charge Factors (*ACCFS’) in its TSLRIC payphone services studies because ACCF
relates to outsde sales and customer service activities that are unlikely to occur when
the Company provides payphone servicesto PSPs. Mr. Wood's argument isincorrect.
Verizon MA’s ACCFs represent an “average expense to average investment”
relationship by expense and invesment accounts. As recognized by Mr. Wood's
Further Testimony (page 22, footnote 15), “it is reasonable to expect that Verizon MA
may incur some cost associated with customer service for PAL subscribers, but those
costs are unlikely to be as high as the average cost for residence or business retail

customers.”

It would be extremdy difficult, if not impossble to quantify every particular expense
dollar by service. Evenif this task could be accomplished, investments would aso have
to be captured by service in order to develop a service-specific ACCF factor. Here
agan, it would be difficult - if not impossble - to determine how much switch invesment
is placed for each particular service. Thus, Verizon MA’s use of ACCFs that represent
average codts is a reasonable gpproach that is consstent with the Department-

approved cost methodology.
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In addition, Mr. Wood' s assertion that advertisng costs should not be incurred when
providing PAL sarvice isincorrect. There are many Situations where PSPs will benefit
indirectly from advertisng coss. For example, Verizon MA will provide educationa
information relating to area code plits that benefit adl customers, not just PSPs.
Therefore, it is appropriate for Verizon MA to include ACCFs in its payphone services

cost studies containing these types of cods.

DO YOU AGREE WITH MR. WOOD’S ASSERTION ON PAGE 22 OF HIS
FURTHER TESTMONY THAT VERIZON MA COULD VERY EASLY
HAVE REMOVED THE RETAIL-RELATED COSTS SMPLY BY
"ZEROING OUT” THE CATEGORIES OF EXPENSES IN THE ACCF
SHEET AND RECALCULATING THE TOTAL?

No. Firgt, retail-related expenses are relevant and appropriate for use in developing the
costs for payphone access lines.

Second, it is not a Smple matter of “zeroing out” lines on a spreadsheet. The retall-
related expenses are contained within the Network, Marketing, and Other Support
Expense components of each ACCF by Plant Account. See Verizon MA’s January
29, 2001, Compliance Filing, Attachment |, TSLRIC Cost Factors, Parts A and A-1,
Workpaper, Page 5 of 6. As described above, because those components represent a

relaionship of average operating expenses to average invesments, “zeroing out” each of
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these categories is completely wrong. That result would congst of invesment-related
costsonly (e.g., cost of money, depreciation, taxes).

Findly, even “zeroing out” the underlying expense data would be incorrect because it
would not capture applicable retail related expenses, as discussed above. To develop a
truly service-specific ACCF, Verizon MA would need to capture dl of the retail-related
service-gpecific expense, dong with the corresponding service-specific investments.

Even if this could be accomplished, it would require an “overly burdensome, manua

work effort,” asindicated in Verizon MA’s Reply to NEPCC 2-23. Thus, the ACCF s
a reasonable and accepted method of reflecting direct expense factors, on an averaged

basis, in the Company’s cost sudies.

PLEASE COMMENT ON MR. WOOD'S RECOMMENDATION THAT
VERIZON MA SHOULD ONLY BE PERMITTED TO INCLUDE IN ITS
RATE FOR DIRECT DIAL SCREENING THE LEVEL OF OVERHEAD
COSTS IT HAS DEMONSTRATED TO BE REASONABLE, WHICH HE
CLAIMSISZERO.

Verizon MA grongly disagrees with Mr. Wood's proposd, which would, in effect,
edablish the rate for Direct Did Screening a the leve of its direct cost with no

dlowance for an overhead loading. This is unreasonable and inconsstent with the



Pand Rebuttd Testimony
D.T.E. 97-88/18

Page 20

10

11

13

14

15

16

17

18

19

FCC' s pricing requirements, and contradicts Mr. Wood's prior testimony in Phase 11 of
this proceeding.

In that testimony, Mr. Wood stated that the FCC pricing standard includes mark-ups
over the direct costs for overhead loadings as part of the rate for payphone features and
functions. See NEPCC Exhibit 1 (D. Wood Direct Testimony, at 46, dated July 16,
1999). Indeed, athough Mr. Wood previoudy considered a 35% overhead loading as
reasonable in Phase | of this proceeding, he unjudtifiably reduces that factor to zero

here.

MR. WOOD STATESTHAT VERIZON MA’SRELIANCE ON PRIOR FCC
PROCEEDINGS TO SUPPORT ITSOVERHEAD LOADING FACTOR FOR
PAYPHONE FEATURES IS INCORRECT. DO YOU AGREE WITH HIS
CONCLUSIONS?

No. Verizon MA has reasonably relied on the FCC's findings in its payphone
investigation (CC Docket No. 97-140, In the Matter of Local Exchange Carriers
Payphone Functions and Features) to establish an appropriate range of overhead
loadings. However, while the FCC found payphone service rates that were 3.4 to 4.8
times their direct cost to be reasonable, the Company is not advocating that the Direct
Did Screening rate be established a those rate-to-cost levels. See Verizon MA's

Reply to NEPCC 2-14. Rather, Verizon MA’s rate of $2.50 is 2.81 times the direct
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codts, which is wdl within — and actudly below the lower bounds of the range found
acceptable by the FCC.

Contrary to Mr. Wood's claims, if the FCC did not want these overhead |oadings to be
considered as a reasonable range for other payphone features and functions, it would
have clearly stated that intention. Instead, as Mr. Wood acknowledged on page 18 of
his tesimony, the FCC limited the gpplication of these overhead loadings to “other
sarvices’ — a tem that Verizon MA Dbelieves was intended to mean other non-
payphone services. See Verizon MA's Reply to NEPCC 2-14. Thisis a reasonable
interpretation of the FCC's orders given that the context of the FCC's investigation
dedlt with rates for loca exchange carrier payphone features and functions, including the
Direct Did Screening fegture at issue here.

In addition, on page 18 of his testimony, Mr. Wood aso tries to refute Verizon MA’s
use of the FCC approved rate-to-cos ratios for payphone features and functions on the
assumption that the FCC intended to limit the applicability of these retios to payphone
features and functions that have very low or zero rates. Mr. Wood, however, ignores
the fact that the FCC aso approved the $2.50 rate for Direct Did Screening as
origindly filed in the effective NYNEX interstate FCC No. Taiff 1, and which is now
contained in Verizon's interstate FCC Tariff No. 11. That interdtate rateisidentical to

the intragtate rate for Direct Did Screening under DTE Tariff No. 10.
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V. METHODOLOGY FOR TSLRIC PAYPHONE LOCAL USAGE STUDIES

Q. DO YOU AGREE WITH MR. WOOD’S CONCLUSION THAT VERIZON
MA’S LOCAL USAGE TSLRIC STUDY DOES NOT COMPLY WITH THE
DEPARTMENT'S ORDER BECAUSE IT DOES NOT REFLECT A COST
FOR LOCAL USAGE THAT ISSPECIFIC TO PAL LOCAL USAGE?

A. No. The methodology used by Verizon MA inits TSLRIC payphone loca usage study

is conggent with the long-standing cost methodology approved by the Department and
used by the Company in prior cost sudies to determine the unit costs of a minute of
local usage. Codgts were developed in this manner in the Company’s TELRIC study
adopted in the Consolidated Arbitrations proceeding, aswell asin a series of margind
cost studies (i.e,, MCS I1l, MCS IV, MCS V, MCS VI) submitted previoudy by the
Company in filings, dating back to 1989. In dl of those studies, a minute of use cost in
Verizon MA’s network is the same for al services usng the network. Thus, the unit
cost for aminute of loca usage is based on the entire increment of loca usage that uses
the local switching and transport facilities and causes those codts to be incurred. From
those unit costs, Verizon MA then develops service-specific cods by applying service-
gpecific characteridtics that reflect the manner in which the service utilizes those unit
costs.

Because there is no digtinction between the cost of loca usage across Verizon MA's

various sarvice categories, Verizon MA examined the leve of locd usage treffic from
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payphones (e.g., PALs and PASLS). Therefore, in its September 7" TSLRIC study,
the usage cost dement is developed by basicaly dividing the total cost of the eement by
the totd traffic usage of the dement.

An example is an interoffice trunk between end offices. The trunk will carry traffic from
many different services. Assuming that Verizon MA undertook a specid usage study to
determine just what percentage of payphone access line traffic the trunk group was
carrying, the same percentage would be dlocated to the tota cost of the trunk. Dividing
the dlocated cost by the payphone specific traffic usage would produce the same
minute- of- use- cost.

In addition, contrary to Mr. Wood's clams, the local usage TSLRIC sudy for
payphone service should not be limited to loca usage costs of PALS, which are only a
sub-eement of payphone service. As discussed above and in Verizon MA'’s Direct
Testimony, both the Company’ s payphone loop cost study and its loca usage TSLRIC
sudy are consstent with the Department’s Orders requiring Verizon MA to develop
payphone service specific costs for loca usage. The Company’s TSLRIC usage study
supports charging PSPs the same basic rates for loca usage that are in effect today and
apply to al other business customers.

Treating PSPs as a sub-class of busness service customers is appropriate and
consigtent with the current structure approved by the Department and does not conflict

with the FCC's Payphone Orders as these existing approved rates satisfy the “new
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sarvices te” requirement. Therefore, no rate changeis required.

Likewise, there is no bass for disaggregating or differentiating between payphone
service local usage costs or rates based on whether the PSP usesa PAL or PASL. As
discussed above, this would be andogous to requiring that Verizon MA develop
separately rates and costs for business services based on some distinction regarding the
type of end-user customer, e.g., hotds, motes and inns or manufacturers, financia
ingtitutions, lodging providers or some other category.

Finaly, it should be noted tha the pesk/off-pesk locad usage characteristics for
payphone sarvice used as direct cost inputs in Verizon MA’s “new services test” reflect
measured usage characteristics specific to PALs because that data was the only
payphone service specific local usage information thet was readily available a the time

the cost anadysis was conducted.

ON PAGE 21 OF HIS FURTHER TESTIMONY, MR. WOOD CRITICIZES
VERIZON MA’'S STATEWIDE APPLICATION OF PAL USAGE
CHARACTERISTICS BECAUSE IT ISBASED ON PEAK AND OFF-PEAK
MINUTES FOR THE WESTERN MASSACHUSETTS LATA. PLEASE
RESPOND TO HISSTATEMENTS.

Contrary to Mr. Wood's clams, Verizon MA’s assumption that the peak and off- peak

digtribution of local usage for payphone services are comparable in the Eastern and



Panel Rebuttal Testimony
D.T.E. 97-88/18

Page 25

10

11

13

14

15

16

17

18

19

Western Massachusetts LATAS is areasonable one.  There are no discernable factors
that would lead to a concluson that there might be sgnificant variances in pesk and off-
peek local usage relaionships between the two LATAS. In fact, Snce completing its
September 7" usage study and in light of the issue raised in Mr. Wood's further

testimony, Verizon MA has discovered some archived June 1998 PAL loca usage data
that substantiates the Company’ s usage assumptions.

The June 1998 data, which is contained in Attachment 111 of this testimony, examines
local call connect times for PALs in both the Eastern and Western Massachusetts
LATAs. The results sow that for both Massachuseits LATAS, 58% of minutes for
loca cals from measured PALS began in the pesk period and 42% began in the off-
peek period. This closely corresponds to the June 2001 hilling data relied on by
Verizon MA for peak and off-pesk local usage distribution used in its TSLRIC direct
cost inputs for the “new services test” described in Mr. Shepherd's Direct Testimony.

Based on the June 2001 data, 57% of measured local usage for PALS in the Western
LATA occurred in the peak period, and 43% occurred in the off-peak period. The fact
that the pesk/off-pesk didribution levelsfor PAL loca usage does not vary sgnificantly
in these studies substantiates Verizon MA's use of the Western Massachusetts LATA

loca usage digtribution data in its analys's as also representative of Eastern LATA loca

usage characterigticsfor PALS.
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Q.

ON PAGES 21-22 OF HIS TESTIMONY, MR. WOOD CRITICIZES THE
SEPTEMBER 7" LOCAL USAGE TSLRIC COST INPUTS BECAUSE
VERIZON MA’S TSLRIC STUDY PRODUCES A COST THAT IS 40%
GREATER THAN PRIOR COSTS PRESENTED BY THE COMPANY IN
ITS REPLY TO NEPCC 1-13, DATED JUNE 3, 1999, BASED ON NEW
ASSUMPTIONS REGARDING LOCAL USAGE. PLEASE COMMENT.

As explained in Verizon MA’'s Reply to NEPCC 243, the costs in the Company’s
Reply to NEPCC 1-13 (NEPCC Exhibit 14) relied on severd simplifying assumptions
to develop a cost for loca payphone service usage. For instance, in that cost andysis,
which supports the Company’s revised Exhibit IV to its January 26, 1998 Comments
(filed February 6, 1998)," the Company only recognized network-related costs for an
originating and terminating loca switching minute. 1t did not recognize any codts for
interoffice trangport or tandem usage. Thus, only those network costs for an intraoffice
local call were represented. That cost andysis did not depict the comprehensive
TSLRIC for loca payphone service usage that the Department required Verizon MA to
study in its November 28" Order.

The revised Exhibit 1V cost data, as reflected in the Company’s Reply to NEPCC 1-
13, was only intended to provide some guidance at that time regarding the relaive

relationship between local usage rates and an indication of the level of cost for locdl

Attachment IV to this testimony includes NEPCC Exhibit 14 and the Company’s February 6, 1998,
revision to its Exhibit 1V cost data.
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usage. Clearly, it would be unreasonable to exclude any costs for interoffice loca cdls
in acomprehensve TSLRIC of locd usage, as Mr. Wood erroneoudy suggests.

Another difference is that the Company’s Reply to NEPCC 1-13 only addressed a
network-related cost for loca switching and did not include other direct cogs of
providing payphone service. Here again it would be unreasonable to only include
network-related costs and not include or attribute any other direct cogts of providing
payphone service in a comprehensve TSLRIC loca usage sudy. As explained in Mr.
Miller's Direct Testimony (pages 24), Verizon MA's TSLRIC locd usage study for

payphone service appropriately accounts for these costs.

MR. WOOD QUESTIONS THE DISCREPANCY BETWEEN THE
COMPANY’'S ASSUMED COST FOR UNLIMTED FLAT-RATED PAL
LOCAL USAGE IN ITSFEBRUARY 1998 FILING AND THE COST DATA
PRESENTED IN VERIZON MA’'S SEPTEMBER 2001 COMPLIANCE
FILING. WOULD YOU PLEASE EXPLAIN THE NATURE OF THOSE
DIFFERENCES?

As explained in the Company’s Reply to NEPCC 2-43, Verizon MA has followed the
same basic methodology in both filings to determine the usage levels where the charges
for measured loca usage and unlimited local usage would be equa. This represents the

cross-over point where charges for lower levels of loca usage would be less on
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measured usage basis than on an unlimited bass. At greater levels of locad usage,
charges determined on a measured basis would be greeter than the flat-rated charge for
an unlimited service offering.

As explained in Mr. Shepherd's Direct Testimony, the Company selected these usage
levels to estimate the cost for unlimited PAL loca usage because actua usage data on
unlimited PALSs is not captured. The differences between the usage cost levels in the
Company’s February 1998 and September 2001 filings are attributable to two factors.
Firdt, as explained in the preceding question, the Company’s estimate of loca usage
costs in its January 26, 1998 Comments in this proceeding was based on severd
amplifying assumptions, resulting in an understatement of the actua cost for loca usage.
Second, measured local usage rates have been reduced since the Company’s 1998 cost
andysis, and the unlimited rate has increased, thereby raising the price cross-over point
between mesasured and unlimited rates.

Because the unlimited PAL service offering is optional and discretionary, some PSPs
may choose the unlimited PAL rate to “cap” their charges for local usage. Conversdly,
other PSPs with lower usage levels may opt to pay alower measured based rate, rather
than this * capped” amount, to effectively reduce their loca usage charges. Accordingly,
Verizon MA’s method of determining the unlimited PAL locd usage cost inits TSLRIC
study is a reasonable approach given the reationship between measured and unlimited

usage rates.
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APPLICATION OF PAYPHONE RATE REFUNDS

DO YOU AGREE WITH MR. WOOD’'S ASSERTION THAT VERIZON MA
SHOULD BE REQUIRED TO ISSUE REFUNDS BECAUSE ITS EXISTING
RATES DO NOT SATISFY THE FCC “NEW SERVICESTEST”?

No. Verizon MA has demondrated that its existing payphone basic exchange and
usage charges, which are priced at the same levels as business rates, comply fully with
the FCC's requirements. As explained above and in Verizon MA’s Direct Testimony,
the Company’s cost study results substantiate the reasonableness of the Department’s
previoudy approved rates for payphone services in gpplying the FCC's “new services’
criteria. By contrast, Mr. Wood has presented no cost study to support his proposal
for determining appropriate TSLRIC costs and overhead loadings for basic exchange
lines, Direct Did Screening or loca usage for payphone service. Therefore, contrary to
Mr. Wood's claims, arate refund is not warranted.

Alterndivdly, if the Department were to require changes to payphone service rates in
Massachusetts, there is no requirement that the Department require rate refunds. In
order to authorize a refund, a state commission must find that its previoudy agpproved
rates did not comply with FCC requirements. Although a few dates (j.e., Delaware,
Wed Virginia, Maryland, Indiana) have made such a finding, other dates (e.g.,

Colorado) have not.
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For instance, the Colorado Public Utilities Commission found thet the existing approved
rates were not in violation of the federd requirements but directed US West to reduce
its unlimited payphone service rate to the same level as the unlimited rate for two-way
business trunks and did not require US West to make any rate refunds. In addition to
Colorado, Verizon is aware of other decisions in which commissons have found that the
incumbent local exchange carrier’s existing payphone rates are in compliance with the
FCC “new services test.” See e.g., Didrict of Columbia, Kentucky, Michigan, New
Y ork, North Carolina, Delaware and Indiana (as it relates to loca usage). Accordingly,
the Department should reach the same concluson in this proceeding, and reject

NEPCC' s argument for rate refunds.

Q. DOESTHAT CONCLUDE YOUR REBUTTAL TESTIMONY?

A. Yes.



